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20 j te y n fc wr 1956 


950 1 Remittee cm Financial and Hanagsaeat laproveaent 

wan * feputy Chief, Finance Division 

SUBJECT i tfaa Ajeooy'a Budget and Mumgamsat Activities with 

gwvlo imcti la the l^nwt of Accounting and Financial 
safer the Joint Accounting Program 


la giving consideration to the Agency’ a objectives for laproveaent of 
financial a a n ag aa e n t, it la believed e s s e n t ial to evaluate the recoasends- 
tieaa of the Hoover C emimtan cm Organisation of the SxeeuUve B ranch of 
tho Cover naent on Budget and Account!**, identified as Appendix 1 to the 
l^det titled "Iaproveaaats of F in anci al Management in the Federal Govern- 
awat« feted October 1956. 


In this connection, a review of the Confidential Fmfe General Ledger 
trial balance feted 50 Septeaber 1956 baa been aafe in conjunction with the 
teweel Ledger account def ini ti ons ae preacribad by the Chart of the Gener al 
hedger accounts feted 1 Scveaher 1955, as revised. 

At this tiae, the Agency baa aatabliahed and maintains its accounts on 
a psrtial accrual basis to tha extant that operating budget and aanagansnt 
rsquimssat# have dictated a need far such financial informtioa eonaistent 
with good accounting practices. The Agency's accounting system includes 
fin a ncial control for inventories and property for Headquarters’ activities 
and certain selected field installations in specified locations. 

the Agency 1ms also min t a lc ed a detailed cost system geared to the 
allotment account structure established by the Bmigst Division for control 


#<f funds. The cost system centred# expenses for operating compone nts, pro- 
grams, projects and specific activities copejlSSsaib s ari thn gs t data, r*v 
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to permit the preparation of a totalled budget for euimdttal by organiza- 
tional components responsible for the Agency*# op«p*ti«». In of foot, tbo 
jyatom controls the recording of direct costs to the organi xa t ional component, 
prtjgrm, project or activity. It further controls tbo distribution of 
transportation costs and the issue value of eartain property items to the 
w ifi * if f. cosmonauts on a direct cost basis* Costs res u l ting from property 
transactions at certain spselfled field stations are reflected in the 
Agency's financial reports through consolidation process. They are not as 
integral pert of the accounting system in the true sense, i-e*, they are not 
reflected in the control accounts maintain e d at headquarter# from which the 
Confidential Funds Trial Balance is prepared. Tim is no distribution or 
proration of overhead items such as services, management, and top level 
administration direction to the functional activities of the Agency? namely, 
Overt C oll ec ti o n of Intelligence, Covert Collection of Intelligence, Intel! ” 
genes Production, Intelligence Reference Service, FF and FH. Ser 1® there 
a distribution or proration of these costs to the organisational components, 
progress, projects or activities benefittiag therefrom. 

to accom plish the principal objectives of the Program for Impressment 
of Financial Ifenagsasat giving recognition to the operation aM objectives 
of the Agency, it appears that such improvements should be segregated into 
three separate categories? namely, (l) expa nsio n of the existing accrual 
expenditure system, inclu d i n g inventory and property, and the cost system, 
(2) adaption and installation of specific phases of accrual accounting and 
Mat distribution heretofore held in abeyance, and (3) modification or 
^liaination of the Property Authorisation Procedure in favor of a single 



COHfl 
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allotment to the allottee to cover cash expenditures and property issue# 
with reimbursement being effected to a proouranect fund (a) by mean* of 
allotment control devices. Recognition should also be given to certain 
items which might bo subject to accrual accounting and co»t distribution 
which, because of Agency operations, are eonsldsrea wmmamry or ua- 
desirable, the exclusion of which would still permit the Agency to conform 
with the overall objectives of the Program far I ^ ata vaa ent of Financial 
Management and the submission of s cost-based budget to the Bureau of the 
Budget. 

The Ifcllowlng comments relate specifically to the numbered recotaaenda- 
■ M<m« of the Hoover Ccami salon on Organisation of the Executive Branch of 
the Government on Budget and Accoun t i n g with pertinent comments as to the 
Agency's position from an accrued accounting and cost system indicating 
what additional steps are necessary for full compliance consistent with the 
Agency's operations: 

Bantiwtnlflttflft Fa. 1 

I© be answered by the Budget Division. 

So be answered by the Budget Division 

Bb. 1 

So be answered by the Budget Division. 


BegflwaiafliiUafl .Ifc-A 

Se be answered by the Budget Division 



It is believed that the Confidential Funds accounting system including cost 
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« a «* 


«ad propert y accounting is eyaehrooised to confera with the present organ i~ 
aatlonal structure and that budget classifications used for accounting 
control purposes ore consistent throughout the Agency. Changes will have 
to ho aade, however, for budget presentation purpose a only, if distribution 
or {ration of indirect costs aro to bo applied to operating components , 
program, project* or activities for purposes of as s emb ling data for sub- 
Mission of a cost-based bvdget by *ajor functional activity. HsooMtcdad 
is the accounting system are as follows t 

(a) Costs and property assets applicable to certain specific Class A 
stations be made as integral part of Headquarters accounting system. 

(b) A alagle aUoteast be aide to each allottee to ee»«p direct and in- 
direct (property) costa and appropriate modification of the Property 
Authorisation Procedure. 

yifflf77MWnrttfi1« PBt 6 

Is order that the Agency budget aay be formulated and administered on a cost 
bads* certain «•* £** must be made with respect to accounting treatment fro® 
both an accrued expenditure and oust concept* In th is regard. It appears 
that there are five major areas which require Modificati o n in the accounting 
system*. They are as follows* 

(a) the treatment of advances aade for operational purposes and chargeable 
to project eotivitie# as an expenditure at the Uae of the advance* 

This would exclude advancee to Class B Stations and cash on hand at 
Class A Stations, and accounts receivables is the true sense; 

(b) The recording of expenditures at the time fir® li a bi l i ties, such a© 
contracts and accounts payable, are reflected in the accounts j 
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(.) The reoerdie* « « exp«*e •*> “ expenditure en mm* .quel to 
accrued salary p«y«to3-®J 

(d) The reaordled a. ea «P»« *** “ MPMllture snbjMt W 

1 , 1,1 after tin «i Of » J« 30T * ria « ** 6!l " 

-— ...1 MiHn j f frott other gpnr a mn t egeneiee *•«* of 9onT a0 " 

acaonodatioQJs; 

(,) The r^lr* of property .equation. rewltta* fr» puroha*. •» 
expenditure at Uae of receipt. 

Hltst anticipated that depreciation or OMwed aamel U*n need be »4e 
m part of the Agency* a eoat-baeed budget far the following roMone: 

1* flat Inventory or uaconsuaed store* will eventually be ii£ 

the form of project or adsdniatrative coat »*>d dee* not generally 
eenetitat* fixed Meet* in the atrueturel eeaee each e» «•**> 

reservoir*, power p2js&* «d *i®U Ar type# of asaata < * fS ® d ** otiier 
gOT^pnar^. agencies free vfaieh revenue would be drived fw« tbe 

operation of any *uoh Hcilitl*i| 



pradant to attest to coat accrued voaml leave in anticipa- 
tion of payment of *aoh leave to an e^loyee eepareting turn the 


trfaral wrvlce or trenaferring to acme other agency. (ka^Ud with 
thi* ia the large wwtoer of indiridnale under contract and the vary- 
^oaiitioce under Which leave ia granted to aaoh msploym® or 
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fh» accounting treatment to be afforded the Agency* a Investment la real 
property and the coataaplated construction of as Agency Headquarters build- 
i»g with respect to depreciation will be given further consideration at a 
later date, it the present time, reel estate owed and real estate Improve- 
raats to owned mod leased property are reflected in the Agency’s trial 
balance offeet by a reserve equal to the anount of such assets and laprove- 
aents based on inform tion received from the Logistics Office, Real Istate 
and Construction Division. Acquisition cost sod ia^arovemonta to real property 
will be treated as direct costs subject to proration to the program and 
projects sponsored and controlled by the particular station or major 
f unction a l , activity such as FI, FF, FM, etc. Accordingly, depreciation in 
the true sense will net be reflected in the cost-based budget. 

the Agency’s budget and required appropriation can be node to reflect the 
estimated annual accrued expenditure concept based on the cost of goods and 
services eetiaated to inure been received by modifying the accrued accounting 
and cost systems as prescribed under recooesecdation number 6 above. 

Mdaamms&w $su 3 


Actio® to be taken by the Congress. 



Action to bo taken by the Bureau of the Budget. 


fiftftflBWffltltdfl a &U A Q 


It ie felt that the Controller’s Staffs, nsasly, TAB and FAS have ecspurable 


primary rea^ckasibility for carrying out the various recommendations at the 
Agency level. In this regard, emphasis will be given to the establishment 
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©T control and subsidiary oar clearing accounts dsened necessary by the 
accounting division* to perait effective control mod recording of 
bfmsUs&s. 


Rgwwitmitfma ia» n 


Agency baa a Controller. 



5© be adainistered by the appropriate Career Service Board. 



be answered by the Budget Division. In this regard, it is to be noted 
that tbs Frogwua for laprowwaant for Fin a ncia l Management states that allot- 
■•sts of funds sho u ld be made at the highest practical level (see Page 11 
Biaplifioatios of Allotment Structure), that accounting pr oc esses other than , 
allotaents be alloyed to develop necessary operating and oaasgaamnt 

^ta through the use of cost classifications and allotment ays teas are in* 
tended solely for controlling available funds eM that accounting processes 
other than aUstasnt# should be employed to develop necessary data as a 
basis for controlling cost-baaed budgets. 

tffet Agency 1 * accounting and cost syatens will be revealed in order that its 
aeeouats will be kept on an accrued basis to show currently , ooapls tely and 
dearly all resources and liabilities and costs of operations. Ag< way budget- 
ing and fin anc i al reporting will be developed fraa data reflected from such 


eoerual accounting. This is exclusive of depreciation and accrued annual 

leave. 
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mi of ftc integ rate d accrual ooet nfamtiA avoid the need 

far * revolving food, in the formal legislative sense, far the Mosgement 
and cos ting of sup pli es pad mater ials . 

SBii 16 

Monetary property aoecamtlcg records will be expanded as a part of the as* 
cosseting system to the extent that the value of property on hand end in use 
at specified locations warrants such financial control. 



A at agio account under the Agency's appropriation will be established for 
purposes of controlling the amount available for 11*3 li quidation of valid 
<an gat i o ns applicable to l apsed ap pr opr i a tions - 

imamuO* SAmJtu 3ft 

Valid claims against Itfffvfl app ropr iations are e**1 pm be settled within the 
Sgeaoy against the accou nt referred to under r ecommendation number 17 above. 

ItiOT—nlitilfwiaftt 19 

Protection of the security of Agency eouroee and aethods ganerally requires 
adsdniatratioa of author 1 ties to relieve accountable officers within the 
•dtednlstrative processes of tbs Agency. 

iw«WMteteteaJte«. a? 

Action to to taken by the Bureau of the Budget. 

B>ffaminrt«IAfla..gB.t ?.l 

irlftlm to be by Treasury Department. 



Af tio-0 to be tehe e by the Congress. Comparable to this l ow aw s wafei t ion is 
the functional respooaibility of the Program Analysis Staff of the 
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Swptg oU jB3» * » Office with respect to the development of comprehensive re- 
port* needed by administrative, mana ge ment end other operating officials. 

Subject to action by the appropriate Career Service Board. 

IfKHWaMltettOB Ibt 24 

Action by the Military Bepartaenta. 

Action by the Bureau of the Budget in determining the ecope and adequacy of 
the Agency* s internal audit program a a eonddsted by the Offioe of Audit* 

f© conform the Agency's accounting eye tea with the objectives expressed 
in the reooraaoaiatloag referred to above, it is proposed that the following 
be made in the accounting treatment of Confidential Fixed* transac- 
tion* in order that the Agamy** financial and cost procedure* will reflect 
the maximum in accrual accounting and met distribution: 

(a) the following transactions to be treated simultaneously a* a© expendi- 
ture and a cost, as well as being reflected in the accounts as asset 
with offsetting credit in a reserve account. Ondiaburaed or usconsuasd 
asset* to be treated as a deduction against the cost-baaed budget 
presentation ; 

(1) All advances other than advances to Class B stations and cash 
on ted at Class A stations. 

(2) Property acquisitions resulting from procurement. 

(3) Investments in Proprietary Project and Securities. 

(4) Cached Funds and Commodities. 

(b) Fir* liabilities will be recorded based on appropriate documentation 
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covering fount* duo contractors* suppliers, and other gpmtmm at 
tgtficlos f with expenditure iod cost being recorded *t tine of 
processing *»eh docuaamtatlon. 

(c) Property in Bee (including administrative equipment) m well as 
I f f to be reflected in the cost accounts end allotment systae. 

Set wse of property from In nee end fro* project costs to be credited 
to the respective component or project. 

(d) Seoegnition of acorued salaries payable. 

(e) Seoegnition of amounts subject to reintoureowwt after the end of the 
fiscal year covering supplies or service# received during the current 
flood year* 

Cf ) Integration of all financial data in the accounting records and accounts 
at Headquarters. 

(g) Issuance or a single allotaent to each allottee to cover direct (cash) 
escpensee and Indirect (property issues) costs with appropriate aodifi- 
eatif to the Property Authorisation Procedure embracing the reimburse- 
aft to the P r ocur ement Fund(a) by aeans of allotaent control device*. 
Concentrated effort will be node for recording costa on a direct basis 
to the benefiting element or activity in order that the necessity to prorate 
or distribute indirect cost fear reporting and budgetary purposes will be 
w m to a alnlatau This will be eocoaplished at the tias consolidated finan- 
cial stetei— nts are prepared and will net be reflects in the accounts 
Maintained by the accounting division on the Comptroller's Office. Costs 
subject to prorattan or distribution will be treated as work paper adjustment, 
full u tilisat ion of General ledger accounts and subsidiary record* to 
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includ e clearing accounts, trust account* and appropriate deferred debit and 
credit accounts will be Main t ained to satisfy financial recording of Agamy 
transactloas. 

fail recognition will be given to the significance of a coat-baaed 
budget through Idle recording of fi na ncia l transactions which affect future 
years operations as it pertains to the cost of unconsuznd or ucdisbur-sed 
resources delivery under procureBent prograas and utilisation of such in* 
wsnteriea. Action will be taken to emphasise met control la sufficient 
detail to adequately reflect dollar coat of operations for components, pro- 
sr®*»# projects or activities. Brery effort will be cade toward the reduction 
of allotmen t amounts as a mans of controlling fund# on a fractional basis 
at the highest practical level. 

It is anticipated that full ac cesspit ebaeat of the program oovered h e rei n 
will be effected not later than 30 June I960. Although, it is required that 
eartaia inaccuracies will occur during this period submission of a cost type 
budget will be presented for n 1939 in expectation that cost# and sxpeadi- 
turee will be subs tant i ally accurate as of 30 June I960 and each year 
thereaf t e r . 
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